General Business Conditions 


HE month of March has been on the 

whole a disappointing period for busi- 

ness. It had been hoped that the 

upswing in industrial activity which 

began last Fall would continue into 
the second quarter, and that it might broaden 
in scope to include the backward industries 
whose improvement-is indispensable to recov- 
ery. However, the confusion as to the out- 
look, and the evidences of instability in the 
economic situation, seem to have barred both 
possibilities. 

The feeling of uncertainty which afflicts 
most business men has been decidedly deep- 
ened during the month. Weakness in commo- 
dity and security prices, disturbance in the for- 
eign exchange markets, and new and incalcu- 
lable elements in the European political 
situation, are manifestly unsettling. The de- 
cline in cotton has been so spectacular as to 
raise general doubts concerning the effective- 
ness of the Administration’s price program. 
Moreover, uncertainty as to the disposition of 
the legislation now before Congress, and as to 
such matters as code renewals, the future form 
of the N.R.A., and labor questions, is a con- 
tinuing and very important cause of hesitation. 

This unsettlement keeps business men con- 
servative in their planning and spending, and 
prolongs the discouragement to new invest- 
ment for productive purposes. Also, it has 
slowed down forward buying in the consumer 
goods industries, and unfortunately it comes 
at a time when some of these industries are 
needing orders. In textiles particularly, mill 
backlogs have been running down; also in 
steel, which in view of its dependence upon the 
demand for automobiles, containers, refriger- 
ators, and similar articles of personal use, Has 
become in effect a consumer goods industry. 

Textile mill curtailment has been spreading, 
first among the silk and rayon weavers and 
lately in the cotton mills, which have not been 
selling their production and are piling up 
goods; provision for organized short-time 
operations has been made by the code author- 
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ity. The Spring fabric season has been dis- 
appointing both in volume and prices, and a 
good many sections of the market have nothing 
but losses to show for their work. The wool 
division has made the best showing in volume, 
and is passing from Spring to Fall goods with 
less interruption than sometimes occurs, but of 
course it is too early to foresee how the heavy- 
weight season will turn out. 

Steel mill operations have receded moder- 
ately, the rate in the last week of the month 
standing at 46.1 per cent, compared with the 
February peak of 52.8. The steel markets have 
been affected by a special uncertainty, namely, 
the revival of the old basing point controversy. 
Automobile takings have continued the chief 
item in orders, along with tin plate, which has 
reached a near-record output, and miscellane- 
ous demands. With the seasonal reduction in 
automobile and farm implement output due to 
set in shortly, and orders for heavy products 
lagging, the steel manufacturers take a con- 
servative view of the prospect, and declines in 
scrap prices reflect their feelings. 

Along with the downward turn in these im- 
portant industries, the sluggishness in con- 
struction and heavy equipment has continued 
to act as a brake on business. Construction 
contracts awarded in 37 Eastern States in the 
first half of March showed a seasonal rise over 
February, but were 30 per cent under a year 
ago, according to the Dodge reports. 


Seasonal Factors in the Recession 


It is to be recognized that some recession in 
industrial activity, after the sharp increase 
during the Winter, would be expected even 
under more favorable economic conditions. 
Both the steel and textile industries made un- 
seasonal gains early in the year, and the prob- 
ability that they would begin to curtail earlier 
than usual had been generally accepted. In a 
number of other lines stocks of manufactured 
goods have been accumulated against Spring 
needs, as is customary, The automobile in- 
dustry is getting in that position, after having 
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had the busiest first quarter since 1930. The 
industry is still the brightest spot in business, 
and its sales continue well ahead of last year; 
but all companies are on guard against over- 
stocking their dealers, and the peak of output 
is believed to be close at hand. 

To the extent that the easing of manufactur- 
ing operations is due to such influences it is a 
normal and familiar occurrence, chiefly sea- 
sonal in character. However, the effect of the 
price and other uncertainties is to hasten the 
recession, and probably to make it of more 
than seasonal proportions. 

March retail trade figures are difficult to in- 
terpret, since the comparable period last year 
included the Easter trade, which falls this year 
in April. Naturally sales have fallen substan- 
tially below a year ago in most centers, but 
this will be of little moment if April shows a 
compensating increase. February retail sales 
made a better than seasonal gain over January 
and were larger than last year in dollars, al- 
though prices are slightly lower. 

With all the uncertainty there are many in- 
dications that the distribution of goods to the 
final consumer is holding its improvement, and 
is in fact the most satisfactory feature of the 
situation. The automobile business, and sales 
of farm machinery, household electrical equip- 
ment, refrigerators, and similar durable prod- 
ucts, give evidence not only of the part played 
by wear and tear and obsolescence in promot- 
ing recovery, but of the wants of every family 
for all the conveniences and improvements 
which their purchasing power can satisfy. 

On the side of future trade improvement the 
chief development has been the passage by the 
Senate of the gigantic relief bill, which should 
lead to an early increase in Government ex- 
penditures. Obviously, however, the effects of 
these expenditures are not wholly favorable, 
even for the short run. While accepting their 
support to trade, business men are increasingly 
giving heed to the mounting debt, the prospec- 
tive tax burden, and the fiscal and monetary 
uncertainties aroused by the deficit financing. 
These are among the considerations which 
discourage enterprise. 


Evidences of Instability—-The Exchanges 


The chief significance attached to the de- 
clines in the foreign exchanges and the com- 
modity markets is the evidence they give of 
instability in general economic conditions. The 
weakness in the pound sterling at the begin- 
ning of March, and the collapse and devalua- 
tion of the belga toward the end of the month, 
is a fresh demonstration that the end of the 
disorder in world trade and currency relation- 
ships is not yet to be seen. 

In truth this disorder perpetuates itself in 
the manner of a vicious circle. Depreciation in 
the currency of any trading nation is an influ- 


ence toward depreciation by each of its com- 
petitors, voluntarily or otherwise; for no 
nation can gain trade by this demoralizing 
competition except at the expense of another, 
and not only can two play at that game but 
they are involuntarily led to play at it. A 
nation whose trade is depressed to the point 
where its international payments are unbal- 
anced beyond its ability to correct by gold 
shipments has the choice of three policies, viz., 
to reduce prices of its exports; to balance its 
trade by reducing its imports (by way of 
tariffs, quotas and exchange regulations) in 
proportion to the loss of exports; or finally to 
allow its own currency to depreciate. Evi- 
dently the first two alternatives may require 
cost reductions and other adjustments in a 
degree impracticable to achieve. If they are 
impracticable the stability of the currency is 
brought into question, and if they are carried 
out at any cost the effects both on the eco- 
nomic life of the country and on world trade 
may also be disruptive. The depression has 
given a prolonged demonstration of that fact. 

The United States by its own devaluation 
bears a grave share of the responsibility for 
the persistence of currency disorders, and it is 
a mistake to believe that this country can 
escape the consequences if the disorders be- 
come more serious or widespread. American 
business men have gained during the depres- 
sion an understanding of the world system of 
prices, of the influence which prices in one 
country exert upon the flow of trade and hence 
upon prices in another, and of the confusion 
and the hazards which result from currencies 
moving without fixed relations to each other. 
They readily understand that the exports of 
this country would be affected by a new cycle 
of competition in depreciation, and that prices 
of commodities moving in competitive mar- 
kets, both imports and exports, would be 
brought under pressure. This explains the ap- 
prehensions, and why there can be no lasting 
confidence in the situation until the reattach- 
ment of the chief currencies to gold comes in 
sight. 

Perhaps some may think that the chances 
for early stabilization would be improved if 
the countries which are making their gallant 
fight to uphold the value of their currencies 
would give up the struggle. Aside from the 
fact that these countries have had experience 
with depreciated money and are in the best 
position to judge what policies serve their own 
interests, this view overlooks the conditions 
desirable for a lasting stabilization. These 
conditions are, first, satisfaction in each coun- 
try with its internal price level and the estab- 
lishment of an internal equilibrium giving rea- 
sonable stability of prices; second, establish- 
ment of currency values equating price levels 
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between countries; third, a truce in arbitrary 
interference with trade; and, fourth, elimina- 
tion of fiscal uncertainties and establishment 
of such security for capital as will prevent dis- 
rupting flights of funds from one country to 
another in search of safety. 

These are large conditions, and it is not to 
be supposed that stabilization should or will 
await their perfect realization. But it is safe 
to say that they must be approached in some 
degree before the nations concerned will com- 
pose their differences as to the worth of their 
respective currencies, and fix them again to a 
common standard. Lacking such conditions, 
premature stabilization would involve the haz- 
ards of drastic readjustments by countries 
whose export prices turned out to be relatively 
high, and whose international payments con- 
tinued unbalanced. This is a danger from 
which all nations shrink. It is the practical 
obstacle to arbitrary agreements on new cur- 
rency relationships such as are sometimes pro- 
posed; although it is certain that nothing 
would so benefit trade as stabilization, and 
nothing would so handicap it as new currency 
disorders. 

Hopes that stabilization would be brought 
nearer by an arbitrary devaluation of the gold 
currencies should not overlook the difficulties 
described. Time would be required to find the 
balance in each country between internal prices 
and world prices, competitor countries would 
be affected, and the complexities of the whole 
problem would be increased by new uncertain- 
ties and the necessity for new adjustments in 
innumerable directions. 


The Drop in Commodities 


Just as the weakness in the exchanges dis- 
closes instability in international trade and 
price relationships, the drop in prices of staple 
commodities has disclosed instability in vari- 
ous markets in which control of prices has 
been attempted. It has plainly tended to lessen 
confidence in the price structure generally, and 
to implant in the minds of business men the 
fear that irrespective of the longer trend the 
immediate turn may be toward deflation. 

The first of the commodity situations af- 
fected, which was referred to in our last Let- 
ter, was the London market for pepper and 
shellac, where speculative pools attempting to 
corner the supply underestimated the quanti- 
ties available and brought disaster upon them- 
selves, with effects spreading to other markets. 
A second group whose prices dropped sharply 
includes tin and rubber. Both are commodities 
whose production for market is controlled by 
a producers’ agreement, enforced in the case 
of rubber by government authority. The ob- 
ject of the controls is to maintain a “fair price,” 
but the usual difference of opinion between 


producers and consumers as to what consti- 
tutes a fair price is in evidence. Both are pro- 
duced largely within the British Empire, and 
declines in sterling naturally tend to depress 
their quotations in dollars. 

By reducing their output last October from 
50 to 40 per cent of the 1929 level, the tin pro- 
ducers maintained the price in the general 
neighborhood of 50 to 56 cents, but this price 
was sharply out of line with quotations on 
other non-ferrous metals, and it has stimulated 
the use of substitutes wherever possible. Con- 
sumption of tin declined last year, while con- 
sumption of other metals increased. Moreover. 
the tin producers had company in their effort 
to hold the price, through the operations of 
speculative pools in London, and the pepper 
episode started the liquidation which has 
dropped the price to around 46 cents. The ex- 
port quota for the second quarter has been 
stepped up to 45 per cent, a recognition of the 
difficulty of too great restriction. 

The decline in rubber to 10% cents in New 
York was traceable to a number of influences 
including reduced estimates of the 1935 con- 
sumption and apprehensions as to sterling. The 
recovery which has occurred was stimulated 
by action of the international committee in 
reducing the previously announced quotas for 
shipments during the remainder of the year. 
This action assures a substantial reduction in 
stocks during 1935, even if consumption fails 
to reach earlier hopes. There is little expecta- 
tion in rubber circles that the production con- 
trol will break down within the predictable 
future. However, the difficulties ahead, which 
relate chiefly to the enforcement of very oner- 
ous restrictions on the native producers of the 
Dutch East Indies, are obvious; and the lower 
the quotas established and the better the prices 
the more difficult the enforcement will be- 
come. The uncertainties discourage forward 
operations. 

Coffee also is lower, due partly to lower 
consumption but chiefly because new Brazilian 
exchange regulations give the coffee exporters 
more milreis for their dollars received from 
this country. Competition has passed the dif- 
ference on. 

All these are illustrations of extraneous in- 
fluences affecting commodity markets, and the 
uncertainties growing out of the interference 
with supply and demand. 


Prices of Farm Products 


This country takes little part in international 
efforts to support commodity prices, and there 
is no evidence that speculation has been 
pushed to dangerous extremes in the chief 
markets. But it has its full share of artificial 
situations in commodities, chiefly farm prod- 
ucts, and the declines during the month, by 
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demonstrating the instability of some of these, 
have raised uncertainty as to all. The greatest 
decline was in cotton, which is reserved for 
fuller discussion subsequently in this Letter. 

The artificial element is that the price im- 
provement has been achieved through arbi- 
trary curtailment, obtained by payment of 
bounties. Naturally there are always doubts 
as to the lasting effectiveness of this method 
of keeping down production, since the capacity 
to produce is still there; but the chief uncer- 
tainty relates to the calculations of the plan- 
ners, to the unpredictable effects of their 
measures, and in particular to the influence of 
the price advances on exports and home con- 
sumption. The cotton situation is the best 
illustration, but there are others. Hog prices 
have reacted somewhat during the month in 
the face of small receipts, moderate stocks of 
pork products, and a bullish statistical outlook. 
Of course this is not the last word on the hog 
markets, in view of the very short supplies in 
prospect for a long time to come; but the point 
of interest is that consumer resistance to the 
higher pork prices is considered a principal 
cause of the reaction. 

Along with lard, cotton seed oil has declined, 
and the February consumption was below the 
same month a year ago for the first time in 
this cotton season. The fats are statistically in 
a very strong position, but cotton seed oil 
(crude) had advanced from 3 to 10% cents, 
lard from 4% to 12%, and butter from 16 to 
over 38, which may cover a good deal of sta- 
tistical improvement. The relations of these 
prices to world prices is to be considered. Im- 
ports of fats have increased, and exports have 
declined. The export trade in lard and pork is 
no longer as important as it was a few years 
ago, but it is normally substantial, and the 
effect of the A.A.A. policies is to destroy this 
trade as surely as it destroys the export busi- 
ness in cotton. 

Moisture conditions in the Corn Belt are 
favorable and to that extent the outlook for 
better feed crops this year is a hopeful one. 
With good supplies of Argentine corn that can 
be drawn upon, fewer livestock to feed, and 
outdoor operations favored by the open Win- 
ter, the feed markets have been drooping. This 
swings the pendulum back in favor of the 
feeders and dairymen, who are in sight of 
profitable operations for the first time in a 
long period, and will gain the purchasing 
power lost by the feed growers. 

The wheat situation, by contrast, is domi- 
nated by the drouth in the Plains States, evi- 
denced by the great dust storms reported. The 
wheat statistics are so closely balanced that, 
assuming 500,000,000 bushels or somewhat 
less for Winter wheat, as forecast by the crop 
observers for the grain houses, the outcome 


in the Spring wheat areas can swing the situ- 
ation either way. Shortage of subsoil moisture 
in those areas is a big handicap to overcome, 
and the decision of Secretary Wallace to re- 
move all limitations on the acreage planted 
has been received with approval. 


The Outlook 


Recognition of the hazards of compulsory 
production restriction and price controls is an 
important element in the present sentiment of 
business. Even if the weakness in commodities 
during the month proves but a flurry, as may 
well be the case, it will not alter the conclusion. 
The controls may work, and they may induce 
advances over a considerable period, but they 
do not inspire genuine confidence. 

Declines in raw materials naturally raise 
questions as to the effect on finished goods 
prices and on inventory values, and these 
prices are subject to uncertainty from another 
direction also, namely, from doubt as to the 
future of the price controls included in the 
codes. If any of these go by default prices 
may be depressed in the lines affected. Fin- 
ished goods prices are now tending downward 
slightly in response to general influences. Two 
automobile companies have reduced their lists, 
tire prices were unsettled during the month by 
a temporary cut by a mail order house, and 
department store merchandise continues to 
work a little lower. This is a difficult situation 
for manufacturers, in view of the level of costs 
set by the N.R.A.; and the pressure against the 
profit margin is the gravest example of lack 
of balance in the business situation. It is 
limiting business spending, and it is now far 
more important to the recovery effort to get 
business spending under way than it is to 
carry on the impossible attempt to give indi- 
viduals enough buying power to make up the 
lack of expenditures for industrial goods. 

Some may consider that the turn described 
in the economic situation is disheartening, 
since it may be popularly termed deflation, but 
reflection should suggest that the discourage- 
ment will be temporary. The developments 
described are the natural and unconscious en- 
deavors of the economic system to find a stable 
equilibrium, and the sooner the necessity for 
adjustments is accepted the sooner will the 
pains incurred be ended. It cannot be argued 
that the cotton situation, for example, is the 


- worse for the lower price, for on the whole the 


reverse is manifestly true. 

No elements in the economic system can 
safely refuse to accept their responsibility for 
making these adjustments. Such actions as 
the impending strike of the bituminous coal 
miners for a six-hour day and five-day week 
at unchanged weekly wages, after having al- 
ready received the 35-hour week at the same 





wage as for 40 hours, are a menace to improve- 
ment, for they will make another addition to 
costs which there is no evidence the industry 
can bear. The mining companies have had 
good business in the past month, on buying in 
anticipation of this difficulty, but what will be 
their state if they yield the wage advance, and 
what industry which has had slow business 
during March would willingly change places 
with them? 

Business is under no pressure from credit 
scarcity, but the contrary; nor from any other 
source except the disparities and maladjust- 
ments in e- nomic relations. The alternative 
to unwillingness to accept price and cost ad- 
justments should be considered, for there is 
none except the injection of artificial stimuli, 
in increasing doses, which in the end would 
throw the economic system into complete and 
irremediable disorder. 


Money and Banking 





With further weakening tendencies in the 
pound sterling, pressure on all European gold 
currencies, and a sharp break in the belga, the 
international exchange crisis has become in- 
creasingly grave during the past month. 

Following the gold clause decisions in the 
United States in February, foreign currencies 
generally experienced a period of firmness 
against dollars, sterling rallying from $4.86 to 
$4.8914, with gold bloc currencies displaying 
a similar strength. The rally in sterling, how- 
ever, proved to be of short duration. By 
March 6 the rate had fallen sensationally to 
$4.7214, reviving apprehensions as to the posi- 
tion of the gold bloc currencies and stimulat- 
ing discussion as to the possibility of further 
devaluation of the dollar. On that date, a 
statement by President Roosevelt to the effect 
that the dollars was still too high in terms 
of commodities—interpreted, until officially 
denied, to mean that a further devaluation 
was contemplated — resulted in a renewed 
wave of buying of foreign currencies which 
carried sterling back to $4.80, and gold bloc 
currencies to the highest prices of the month. 
French francs were prevented from going 
above the gold point only by intervention of 
the United States stabilization fund. 

On March 7, Premier Theunis of Belgium 
announced that he had asked the French Gov- 


ernment for a conference for the purpose of, 


discussing the exchange situation. This an- 
nouncement, taken as a forerunner of an im- 
pending defection by Belgium from the gold 
bloc, caused weakness in all gold bloc curren- 
cies, particularly belgas. 

Upon return of Premier Theunis from the 
Paris Conference, the Belgian Government in- 
stituted a strict control of all foreign exchange 
transactions. Despite these measures the cur- 
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rency crisis continued to grow worse, leading 
on March 19 to the resignation of the Cabinet 
and the formation of a new Government. By 
the 28th the belga had fallen to 20.5 cents, off 
13 per cent from par, and on the 29th the new 
Government announced its plan to Parliament 
for provisional revaluation of the belga on the 
basis of 25 per cent depreciation, pending final 
stabilization by international agreement at 
some level not more than 30 per cent deprecia- 
tion. 

Other gold bloc currencies were weak on the 
Belgian crisis, French francs, Swiss francs and 
Dutch guilders falling substantially below the 
gold points. 

Sterling exchange, in contrast with weak 
Continental currencies, was strong during the 
latter part of the month, rising at one time to 
$4.85 on buying apparently induced by Con- 
tinental fears of the currency situation and of 
the political crisis caused by Germany’s rearm- 
ament program. 

Condition of the Money Market 

In the local money market, the great ple- 
thora of funds noted for some time back has 
continued. The month of March, however, did 
not add further to the huge supplies of excess 
funds as was the case earlier in the year when 
gold imports and return of currency from the 
Christmas trade were piling up cash in the 
banks. Monetary gold stocks increased $39,- 
000,000 in the four weeks ended March 27, 
against $137,000,000 in February and $144,- 
000,000 in January. 

Cash reserves of the banks dropped off some 
$360,000,000 from the peak levels of February, 
due principally to the collection of March in- 
come tax checks and deposits by the banks of 
funds with the Treasury for redemption of na- 
tional bank notes. This reduction of reserves 
is, of course, temporary inasmuch as current 
payments into the Treasury account will be 
offset eventually by Government disburse- 
ments in discharge both of regular operating 
expenses and of public debt maturities, includ- 
ing $675,000,000 of called 2% Consols and 
Panama 2s to be paid this Summer out of the 
profits of gold revaluation. Member bank ex- 
cess reserves on March 20 continued above 
$700,000,000 for New York City banks and 
around $2,000,000,000 for all member banks of 
the country. 

Reflecting these conditions, money rates re- 
mained unchanged at the recent minimum 
levels. Current weekly bill offerings of the 
Treasury continued to be discounted around 
10 per cent for six months and .15 to .18 per 
cent for nine months. 

Excess Reserves and Criticism of 
Bank Lending Policies 


The existence of large excess reserves, to- 
gether with the failure of bank loans to expand 
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more rapidly, continues to invite criticism of 
banks on the grounds of unwillingness to lend 
which, it is claimed, is a factor delaying busi- 
ness recovery. This subject has been dis- 
cussed repeatedly in this Letter and elsewhere, 
with emphasis on the natural incentive for 
bankers to lend in order to make the profits 
which are necessary if they are to stay in busi- 
ness. Attention has been called to the lack of 
a logical basis for the assumption that banks 
would willingly carry huge quantities of idle 
funds, or invest in Government securities at 
nominal rates, if other safe employment of this 
money could be found. 

It is in order to point out that business is 
by no means availing itself of the bank credit 
that is already at its disposal. Demand de- 
posits of the member banks, which represent 
bank balances to the credit of individuals and 
business concerns throughout the country, are 
now at the highest levels that they have ever 
been. Yet the use of this money has fallen far 
short of keeping pace with this growth of 
volume. This is shown by the statistics on 
the rate of turnover of bank deposits, or num- 
ber of times deposits are checked out in pur- 
chases of one sort or another during the year. 
According to figures published by the Federal 
Reserve Bank of New York, the index of de- 
posit turnover in February was 65.7 per cent 
of the 1919-25 average, and close to the lowest 
point touched at any time during the de- 
pression, 

These figures afford conclusive proof that 
business, by and large, has all the money that 
it needs,—in fact, far more than it can use 
under present conditions. The problem of re- 
covery, therefore, is not one of finding ways to 
put out more money and pile up more credit 
in the banks, but of eliminating the obstacles 
—psychological or actual, publicly imposed or 
privately imposed—that are holding back busi- 
ness and preventing business men from using 
the vast amount of credit already at their 
command. 


Bond Market and Conversion Operations 


Developments in the bond market were of 
especial interest during the month, including, 
as they did, the satisfactory progress of Gov- 
ernment refinancing operations, firmness in 
high grade bond prices generally, and the ap- 
pearance of the largest volume of corporate 
es since the enactment of the Securities 

ct. 

Evidence that the conversion of Fourth 
Liberty 4%4s, called for payment April 15, has 
been an unusual success appeared in the an- 
nouncement on March 28 by the Treasury that 
approximately $1,500,000,000 out of $1,850,- 
000,000 Libertys called for payment, had been 
tendered in exchange for new long-term 2% 


—— 


per cent bonds, up to the closing of the books 
on the 27th. On March 14, the Treasury an- 
nounced that it was calling for payment June 
15 the entire first Liberty loan, including 
$1,392,226,250 of First 334s, $5,002,450 in con- 
verted 4s, $532,489,100 in converted 434s, and 
$3,492,150 in second converted 4%s. 

Outstanding issues of Government bonds 
and notes have given a remarkable account of 
themselves, all bearish influences considered, 
including the threatening aspect of European 
political and monetary conditions, passage by 
the lower House of Congress of the $2,000,- 
000,000 Soldiers’ Bonus Bill, and enactment by 
the Senate of the $4,880,000,000 Work Relief 
Bill, with the inflationary silver rider attached. 
While prices of both bonds and notes have 
failed to equal the highest levels of February, 
they closed the month with but little discount 
from the top. 

Of interest in connection with the Govern- 
ment bond market and progress of refinancing 
operations is the showing of the Government 
budget to date. On the basis of figures for the 
current year through March 25, total expendi- 
tures have been approximately $5,000,000,000, 
or about $300,000,000 above a year ago, most 
of which increase has been in ordinary depart- 
mental expenses, interest on the public debt, 
and A.A.A. payments. Emergency expendi- 
tures ran slightly behind last year, due to a 
large reduction in expenditures by the R.F.C. 
which more than offset the increase in other 
relief and emergency expenditures. 

Against total expenditures, revenue collec- 
tions amounted to $2,827,000,000, or $546,000,- 
00C above last year. As a result, the cumula- 
tive deficit was $2,179,000,000, or $249,000,000 
smaller than in the corresponding period of 
1933-34, and at a rate which may not exceed 
$4,000,000,000 for the year, compared with $4,- 
800,000,000 estimated in the President’s budget 
message. 

High grade bonds other than Govern- 
ments likewise continued firm during the 
month, with especial strength in tax-exempt 
municipals, due to switching from called Lib- 
erty 3%4s and apprehension among investors 
generally with respect to the growing burden 
of taxation. Second grade corporation bonds, 
on the other hand, and particularly those in 
the railroad group, were weak on doubts about 
the business outlook and declines in the stock 
market. 

The volume of new financing increased dur- 
ing March, and in the week of March 26 was 
the largest for any single week in nearly four 
years. This showing was notable in that it 
appeared to indicate a breaking down of the 
deadlock which has existed in the capital mar- 
ket ever since the enactment of the new Se- 
curities Act. Under the rulings of the Securi- 
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ties and Exchange Commission, the procedure 
necessary in registering new securities under 
the law has been steadily simplified, while at 
the same time the incentive to corporations to 
replace high interest-bearing debt with low 
coupon issues has been increased as interest 
rates have fallen and outstanding bonds have 
risen above their call prices. As a result the 
month witnessed several of the largest pieces 
of corporate refinancing floated in several 
years, including $43,000,000 long-term 334 per 
cent bonds of Swift & Co. of Illinois, at par, 
to provide funds for the retirement of out- 
standing 5 per cent bonds and notes, and $45,- 
000,000 Pacific Gas & Electric long-term 4s, at 
par, to replace a like amount of outstanding 
5%4s. In addition to these, the month’s total 
included several other important issues in 
amounts and at rates as follows: $45,025,000 
State of New York 2% and 3 per cent bonds 
at prices to yield 0.25 to 2.50 per cent, ac- 
cording to maturity ; $34,300,000 Port of New 
York Authority long-term 4s at a price to 
yield about 3.67 per cent; and $16,000,000 
Chicago Union Station long-term 4s at a price 
to yield 3.94 per cent. 


The Decline in Cotton 





The decline in cotton prices holds no mys- 
teries in retrospect, although it was difficult 
to foresee because of the Government position 
in the market, and the trade was generally 


unprepared for it. The point overlooked was 
that the Government’s price peg, taking the 
form of a loan to producers on their cotton at 
the rate of 12 cents a pound, did not cover 
cotton that had passed from producers’ hands, 
which became subject to the usual influences 
existing in a free market. 


The Fall in Exports 


The cotton situation was thoroughly 
threshed over in February, in hearings held 
before the Senate Committee on Agriculture, 
and it was because the position is a subject 
of national concern that the hearings were 
called. The subject under inquiry was the 
great decline in exports of American cotton 
this season. From August 1 to March 21 only 
3,504,000 bales of American cotton were 
shipped abroad, which is less by 2,431,000 
bales, or 41 per cent, than in the same period 
last season. In proportion to the available 
supply, this is doubtless the smallest volume 
of exports in the whole history of American 
cotton growing, wartime excepted. 

Secretary Wallace was a witness before the 
Committee, and he took occasion to repeat the 
arguments he has advanced in the pamphlet 
“America Must Choose” and in other writ- 
ings and speeches. He stated that “the increas- 
ing inability of our foreign cotton customers 
to buy is the most severe factor” in the export 


decline. This can be corrected, in his opinion, 
only by enlarging our imports, so as to provide 
foreigners with the dollar exchange necessary 
to pay for our exports. Other officials of the 
Department of Agriculture supported this 
argument. 

Taken by itself, this proposition is indis- 
putably correct, for the elementary principle 
of foreign trade is that exports of goods can 
be paid for only by imports of goods, services 
or gold. Secretary Wallace deserves general 
support in his unremitting effort to bring the 
country to understand this. As an explanation 
of the decline in cotton exports, however, it 
falls short, for the facts are that foreign coun- 
tries over the period stated have been selling 
more goods to the United States, and thus 
have had more dollar exchange; they have 
been buying more of other American goods; 
and they have also bought more cotton from 
other countries. During the first half of this 
season mills outside the United States used 
1,100,000 bales less of American cotton than a 
year earlier, but nearly 1,000,000 bales more 
of other growths, according to preliminary 
figures, their consumption of all cotton thus 
showing only a nominal decrease. 

This demonstrates that our loss of cotton 
exports is not primarily the result of inability 
to buy, but of a shift in foreign demand from 
American to other growths, due to the more 
favorable prices at which the foreign growths 
have been selling. Mr. A. H. Garside, the 
economist of the New York Cotton Exchange, 
gave testimony on this point which is conclu- 
sive. Summarizing the prices of two grades of 
Egyptian, one of East Indian, and two of Bra- 
zilian cotton, he said that during the first four 
months of this season they sold anywhere from 
half a cent to more than 2 cents a pound lower 
relative to American cotton than they did on 
the average in the three previous seasons. He 
concluded, “This cheapening of the foreign 
cottons relative to American was fully enough 
to drive foreign spinners from American cot- 
ton to the foreign growths.” 


Responsibility of Governmental Policies 


Other periods have been known in which 
foreign cottons have undersold American, but 
the cause was a short supply of American due 
to crop failures, and despite the restriction of 
the past two crops there is no shortage of 
American this season. Stocks in the United 
States outside of mills on March 1 totaled 
9,667,000 bales, according to the New York 
Cotton Exchange. Of course this supply is 
smaller than it was last year and the supply 
of foreign growths is larger, and this is one 
cause of the altered price relationship. But 
there is another important cause, namely, the 
effort to support American cotton prices. The 
Government made loans to producers of 10 
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cents a pound beginning in October, 1933, and 
of 12 cents beginning last August, and through 
this loan program considerably more than 
4,000,000 bales is held off the market. Also the 
Government-operated producers’ pool, holding 
cotton which was acquired originally by the 
Federal Farm Board, and which in 1933 was 
optioned out to producers in payment for 
plowing under their cotton, holds about 1,600,- 
000 bales. 

Until the break within the past month these 
loans operated to fix the minimum price of 
American cotton at the loan value. They have 
been similar in effect to the operations of the 
Federal Farm Board, which supported the 
market in 1929 and the following two years by 
making purchases for its own account. These 
purchases were terminated on August 31, 1931, 
with the announcement by the then Vice 
Chairman, Mr. Carl Williams, that “the Board 
has discovered, and hopes that the American 
people have discovered, that continued pur- 
chases in the face of over-production is not 
the remedy for the situation.” Mr. Garside, in 
the testimony above referred to, gave an analy- 
sis of the attempted price-fixing operations of 
the Farm Board from which he concluded that 
they were responsible for the larger portion 
of the burdensome cotton supplies that have 
weighed on the market during the depression. 

Along with the drop in exports domestic 
consumption has declined, and mills have been 
unwilling to carry cotton, their stocks March 
1 being. 1,100,000 bales against 1,600,000 a 
year ago. 

Price-Pegging Self-Destructive 


It is now plain that the price-pegging opera- 
tions themselves led to the chain of develop- 
ments which culminated in the price decline. 
It was argued that the pegging was feasible 
because, in contrast to the Farm Board’s 
operations, it was accompanied by control of 
production, both through the contractual 
agreements of growers to reduce acreage, and 
the Bankhead Act. But this country has no 
control of production in other countries, and 
price-pegging “holds an umbrella”, as the say- 
ing goes, over foreign producers. Beneath the 
umbrella they can profitably expand their cot- 
ton crops, and are doing so. 

We published in the October, 1934, issue of 
this Letter a lengthy discussion of the expan- 
sion of cotton growing in foreign countries, 
with special reference to Brazil, and since the 
facts are readily available we will not take 
space to repeat that discussion here. The total 
of foreign crops will be smaller than seemed 
likely last Fall, but the reduced estimates are 
due to unfavorable weather in India, and do 
not imply a halt in the tendency to expand 
production. The careful manner in which the 
Brazilian Government is fostering the cotton 


crop, to protect its quality, and the substan- 
tial capital investments being made, are assur- 
ance that Brazil will continue to compete with 
the United States on a vastly greater scale 
than heretofore. The same will be true of all 
countries which can increase their production. 

The interests of this country require that 
its policies take all reasonable probabilities 
into account. It is plain from the experience 
of this season that American cotton cannot 
be priced above other growths without losing 
an alarming share of its market to other 
growths. Undoubtedly the longer price-peg- 
ging is attempted, the more will foreign com- 
petition be encouraged and consumption of 
American discouraged, and the greater will be 
the crop restriction necessary to support the 
American price. In truth, there is no certain 
stopping place on this road short of the disap- 
pearance of all exports and the limitation of 
the crop to domestic requirements. Fortu- 
nately that end is not imminent, but it should 
be clear that restriction of the crop of this 
country may require more and more restriction 
to achieve its purposes. The real question is 
whether the country can afford it. 


The Choice to. be Made 


Evidently this country is at a fork of the 
road in its cotton policies, with the choice be- 
tween meeting other producers in the world 
markets on competitive terms, or withdrawing 
from the world markets to an increasing ex- 
tent. The officials who are determining our 
cotton policies for the most part seek to find a 
middle course, and sincerely believe that there 
is a middle road combining restriction and a 
substantial volume of exports. But for the 
reasons just stated it may be doubted whether 
a compromise is practicable, as long as the 
emphasis is on giving American growers bet- 
ter than the world price. 

In making this choice, the important con- 
sideration is to have a clear understanding of 
the costs as well as the benefits of the two 
policies. If the cotton trade should lose per- 
manently any substantial part of its foreign 
markets, many cotton growers would be com- 
pelled to give up their occupations and find 
other pursuits, and the population shifts and 
other readjustments that would be required in 
the economic life of the South are in truth 
beyond comprehension. The usefulness of a 
considerable part of the gins, compresses, 
warehouses, and transportation and merchan- 
dising facilities which have been created to 
handle the exports, and which give substantial 
employment, would be destroyed. The bal- 
ance of trade between this and other countries 
would be greatly altered. 

These are not fanciful suppositions, for the 
effect of both the crop restriction and the loss 
of exports this season has already been marked. 
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A news dispatch sent from Washington by the 
United Press under date of February 7 stated 
that: 


The Agricultural Adjustment Administration today 
was presented with a report that its cotton program 
was bringing scenes like those of war-torn Belgium 
to Southern share croppers. The report was filed by 
Mary Connor Myers, A.A.A. legal official and former 
Chicago justice agent, after a survey of cotton regions 
west of Memphis, Tenn. She charged wholesale viola- 
tion of acreage control provisions supposed to protect 
tenants from eviction. The report was not expected 
to be made public. 


It is the common report from all over the 
South that the reduction in labor requirements 
caused by the reduction in acreage has worked 
great hardship on the share croppers, and there 
is good authority for saying that it has put 
literally millions on relief. The A.A.A. officials 
consider this unavoidably incidental to the 
general benefits of the plan. 


A report of conditions at one of the chief 
cotton shipping ports will illustrate the effects 
of the decline in exports. At the annual meet- 
ing of the Galveston Cotton Exchange and 
Board of Trade in January Mr. H. Renfert, 
the President, described the situation as fol- 
lows: 


Galveston has held her relative position in the 
amount of cotton handled, but like all other ports, she 
is naturally very seriously affected. Our cotton re- 
ceipts for the season to December 31st were 744,741 
bales compared to 1,563,360 bales for the same period 
in 1938, or a decline of 53 per cent; our exports were 
563,632 bales compared to 1,020,209 bales, a decline of 
45 per cent. There were only 185 cotton steamers 
loaded during that period in 1934, as against 259 the 
year before, and many of those this year went out 
with very small cargoes, all of which means a loss 
of income and employment. 

Galveston has been called upon, in the past, to 
handle her share of six million bales and larger crops, 
raised in her territory a season. She had to provide 
the warehouses and shipping facilities to handle such 
crops and we have the trained workmen who are de- 
pending on cotton and grain for their existence. With 
our receipts less than half of last season’s and many 
of our shippers handling only one-fourth or one-third 
of their normal turnover, some even less, it follows 
inevitably that thousands of men in our midst, who 
for years have had steady employment in the handling 
of cotton and grain, are now without jobs and many 
more will be thrown out of employment, unless these 
commodities shall move again in larger volume. Ac- 
cording to a conservative survey, employment in the 
Galveston warehouses and compresses alone has de- 
clined from about 4,500 in December 1933 to less than 
1,000 in December 1934, The railroads are employing 
about 30 per cent less than a year ago and wharf 
labor is only about one-third employed. Those are 
distressing conditions, which are bound to affect all 
other lines of business and prevent the return of pro- 
gress and prosperity in our city until our export trade 
is again restored to more normal conditions. 


Under a policy of price pegging and perma- 
nent crop restriction there is little hope that 
the conditions described can be alleviated, and 
a long period of painful adjustment will be 
required. 

On the other hand, if American producers 
elect to compete in the world markets they still 
have the natural advantages which have en- 
abled them to lead all other countries in sup- 
plying the world with cotton, and when they 
are as free as foreign growers to respond to 


price influences they can keep foreign competi- 
tion in check. It is argued that they can meet 
this competition only at the sacrifice of their 
living standards, and this indeed is the basis 
of the price-raising efforts. But evidently the 
producers with the greatest natural advan- 
tages should be the most efficient and enjoy 
the highest living standards. If they do not 
the explanation is to be sought in their agri- 
cultural practices, and elsewhere in the eco- 
nomic system,—in short, in high costs and 
prices for the things the cotton farmers buy. 
Since this is the cause, the remedy is obviously 
not to be found in policies which spread un- 
employment on a great scale through the 
South, and put vast numbers on relief. 


The Present Situation 


The total supply of cotton in the United 
States on March 1 was 10,785,000 bales, of 
which the Government as stated controlled 
about 5,700,000. There were 1,329,000 bales on 
farms and in transit, which if it comes to mar- 
ket this season will evidently be placed under 
the Government loan, for the farmer can ob- 
tain around 1% cents a pound more through 
the loan than in the open market. This limits 
the supply available for five months’ consump- 
tion, exports and mill stocks at the end of the 
season to about 3,750,000 bales. In the present 
unsettlement it is difficult to judge the suffi- 
ciency of this supply, since the consumption 
and exports are difficult to estimate. Last 
year they totaled 4,350,000, and the mills held 
1,172,000 bales on July 31. 

It would appear that if the Government 
elects to make 12-cent loans on the next crop 
also it can force the open market price back 
to that level, but such a policy would only 
prolong the conditions described. Secretary 
Wallace has announced that the 12-cent loans 
in existence on July 31 next will be extended 
indefinitely, and that loans will also be made 
on the 1935 crop, though at what rate is not 
decided. In any event the risk in carrying 
stocks of cotton and goods is discouraging 
trade. 


Additional Reports on Business 
. Profits in 1934 


During the past month a large number of 
additional corporate reports for the year 1934 
have been published and the results continue 
to show the mixed trend indicated by the sum- 
mary given in our March issue. A revised 
tabulation on the following page shows that 
the combined net profits, less deficits, of 1,435 
manufacturing and trading companies in- 
creased from approximately $640,000,000 in 
1933 to $1,051,000,000 in 1934, an increase of 64 
per cent, while the annual rate of return upon 
net worth aggregating $23,196,000,000 in- 
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SUMMARY OF CORPORATION PROFITS FOR YEARS 1933 AND 1934 


Net Profits Are Shown After Depreciation, Interest, Taxes, and Other Charges and 
Reserves, but Before Dividends. 


Net Worth Includes Book Value of Gettanding Sretwres and Common Stock and 
Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 











Net Profits Per Net Worth Per Per Cent 
Years Cent January 1 Cent Return 
Industry 1933 1934 Change 1933 1984 Change 1933 1934 


Agricultural Implements D-$10,540 $2,590 + wscoeeee $ 470,765 $ 457,089 — 2.9 ésense 
AMUSEMENES  .o.cccccceceees Gaon, am 618 12,625 +. 269,561 — 2.7 
Apparel 2,817 4,356 9 122,096 — 2.5 
Automobiles .......... nancies ns 80,423 94,049 ‘ 1,198,978 — 0.9 
Auto Accessories 2,914 22,136 A 354,645 337,156 — 49 


AVIATION  wrrcccorsssersscerereerere woes 1,251 D- 2,640 90,997 83,039 
Bakery 24,560 19,561 343,320 331,425 
Building Materials ........ °° 8,029 3,520 419,510 883,552 
Chemicals ....... eecenocceseecscestoes 97,093 117,235 . 1,207,961 1,221,612 
Coal MININg .....cceressereesers - 13,638 7,357 483,202 463,790 


Confectionery ........ alin 14,362 16,069 z 99,895 101,365 
Construction a 3,228 D- 2,381 100,970 91,773 
Cotton Mills .......... 12,891 6,089 A 311,094 316,553 
Dairy Products ...........00006 % 13,579 14,216 3 320,637 296,654 
Drugs and Sundries ......... 30,163 37,269 . 280,357 246,270 


Electrical Equipment ... ean 960,666 912,164 
Fertilizer 72,058 
Food Products—Misc. ..... 38 4 734,915 
Hardware and Tools . 153,319 
Heating and Plumbing.... 318,860 


Household Gds. and Sup. \. y 359,423 
Ice and Cold Storage 4 

Iron and Steel 

Leather Tanning (a) 

Liquors 


Machinery . 453,424 415,722 
Meat Packing : i 625,262 624,723 
Mdse.—Chains, Food ; 212,024 204,059 
Mdse.—Chains, Other ...... i 549,384 531,170 
Mdse.—Dept. Stores ......... 53 oe 252,526 250,072 


Mdse.—Mail Order < 311,770 325,656 
Mdse.—Wholesale, etc... ; 127,125 126,974 
Mining, Copper d 9 763,730 756,675 
Mining, Other Non-fer..... + 37. 727,784 781,124 
Office Equipment .......... siete A 219,813 198,237 


Paint and Varnish .. 4 101,864 104,698 
Paper and Products on 365,885 357,702 
Petroleum . + 1,646,619 1,588,227 
Petroleum—Pipe Line ..... B »745 58,530 
Printing and Publishing.. s 206,843 174,820 


Railway Equipment 802,540 737,567 
Restaurant Chains 249 24 61,956 59,718 
Rubber Tires, ete. .... td 


Shipping .......... epbidnapesebeecosnen eo , 
Shoes 169,243 


Silk and Hosiery .........0... . 
Stock Yards - 
Sugar oo 
Textile Products—Misc... 
Tobacco 


Wool 7,826 99,476 108,197 
Miscellaneous—Mfg. ......... 65,177 1,050,348 1,063,940 
Miscellaneous—Services.. D- 1,491 4,31 es 228,418 200,382 


Total Mfg. and Trading.. 640,128 1,051,266 23,867,791 23,195,751 


Class I Railroads ........... D- 13,800 D-32,261 12,393,699 12,187,617 
Electricity, Gas, etc. (b) 301,484 278,870 5,570,422 5,547,645 
Telephone and Telegrap 129,675 3,379,762 3,317,838 
Street Railways wh i 2,305 529,717 524,497 
Banks and Trust Cos. .... Y 174,460 2,128,842 1,914,309 
Insurance Companies (c 62,890 86,197 446,595 
Investment Trusts (e).... 1,150,043 1,083,685 
Finance Companies ......-.. 240.155 232,488 
Real Estate ....cccccsssers ene 127,720 121,334 


1,985 Grand Total ..cccccccsccerseeeee $1,814,441 $1,782,572 + 31.8 $49,774,348 $48,571,759 — 2.4 3.6 


D—Deficit. (a) Sample not representative of all branches of the industry because of the limited number of 
published reports available. (b) Figures refer to shareholders only. Because of the large proportion of bonded 
indebtedness, actual return on the property investment is less than the above. (c) Fire and casualty. Figures 
represent shareholders’ combined gains or losses on underwriting and investments. (d) Net income shown as 
reported, not including such profits or losses on investments sold as were carried directly to surplus or re- 
serves, or changes in the market value of portfolios. 
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creased from 2.7 per cent to 4.5 per cent. Most 
of the major industrial groups made gains in 
1934 over 1933, either by an increase in profits 
or a decrease in deficit, and there were 100 in- 
dividual companies reporting an improvement 
to every 44 companies that made a poorer 
showing. 

An examination of the tabulation will show 
the trend of profits and of return upon net 
worth in the different major industries. As 
this study is based on the limited number of 
corporations which publish financial state- 
ments and therefore is heavily weighted by 
the largest and most successful organizations 
in the country, it does not provide an accurate 
measure of return for all corporations in the 
respective industries or for industry as a 
whole. 

The gains in earnings from 1933 to 1934 
were largely made in the first half of the year, 
since profits of most companies in the latter 
half fell below those of the preceding year, as 
indicated by the following summary of quar- 
terly net profits of a group of leading indus- 
trial corporations that was given last month 
and is reprinted below: 


Quarterly Net Profits of 200 Industrial Corporations 
(In Thousands of Dollars) 
Quarter 1933 1934 


First  ccocoore $103,386 += 
Second .... 84,211 156,509 +85.8 
95,708 —28.3 

71,287 70,000 — 18 


$257,164 $425,603 +65.5 


% Change 








D— Deficit 
Profits in Other Lines of Business 


In addition to the manufacturing and trading 
industries, the tabulation gives a summary of 
representative companies in a number of other 
lines of business, including railroad, electric 
power, light and gas, telephone and telegraph, 
street railway, banking, insurance, investment 
trust, instalment financing and real estate. The 
grand total of 1,935 companies shows an in- 
crease in combined net profits, less deficits, 
from $1,314,000,000 in 1933 to $1,733,000,000 in 
1934, an increase of 32 per cent, while the an- 
nual rate of return upon the net worth aggre- 
gating $48,572,000, increased from 2.6 per 
cent to 3.6 per cent. 

This does not necessarily mean that the com- 
posite statement for all corporations in the 
United States, numbering over 500,000, will 
make a similar showing for 1934 when the 
official figures compiled by the Treasury De- 
partment from income tax returns become 
available several months hence. Whereas a 
tabulation of published reports for the year 
1933 showed a profit of $1,314,000,000, the 
Treasury figures for all corporations, which are 
summarized later in this review, showed in 


1933 a net deficit of $2,359,000,000. 


The 149 Class I steam railroads had an in- 
crease in both freight and passenger revenues 
last year. Their operating expenses, however, 
were increased by a large amount, due to the 
restoration of wage cuts and to the rise in 
prices paid for fuel and for other materials and 
supplies, so that after the payment of fixed 
charges (but before dividends) the railroads as 
a whole had a deficit of approximately $32,251,- 
000 in 1934 as compared with a deficit of $13,- 
800,000 in 1933. 

Last year the tax bill of the railroads totaled 
$239,498,000, which decreased slightly in 
amount but still represents a heavy burden, 
due to the increase in other costs combined 
with the continued low volume of traffic. 
Taxes paid were equivalent to 69 per cent of 
passenger revenues collected last year, and to 
7.3 per cent of total revenues. The Pennsyl- 
vania Railroad, which ranks first in volume of 
business handled, pays an average of about 
$125,000 per day in Federal, state and local 
taxes. 

Except for taxes paid, the railroads as a 
whole could have covered all of their bond 
interest last year and had a balance of approxi- 
mately $207,000,000, representing a return of 
1.7 per cent on their $12,188,000,000 of share- 
holders’ equity, available for payment of pre- 
ferred and common dividends. 

A group of 90 public utility systems supply- 
ing electric light and power, gas and other 
services had a decline of 7.5 per cent in their 
combined net profits after payment of fixed 
charges last year, following a decline of 16.1 
per cent the preceding year. Production of 
both electricity and gas was higher in 1934 
than in 1933, but reduction in rates, combined 
with increased costs for labor, materials and 
taxes, caused a decline in net income. 

The report of the Commonwealth and 
Southern Corporation system is a typical il- 
lustration of how the utility companies have 
been affected by increased costs and it is 
quoted below, in part, together with explana- 
tory comments by the Company: 

For 12 Months 

Ended January 31 1934 19385 % Change 
Gross Earnings........ $108,882,092 $115,692,298 + 6.3 
Oper. Exp., 

Incl. Maint, ...... 38,580,182 43,934,745 +13.6 
Taxes 12,429,167 14,174,912 +14.0 
Fixed Charges ....... 40,208,777 39,960,879 — 0.6 


Prov. for 
Retire. Res. eo 9,539,482 9,924,318 + 4.0 


Net Income .......c0000 8,124,482 7,697,486 — 6.3 
Annual Div. Req. 
on Pf. Stock ...... 8,996,280 8,996,726 -- 


Deficit —871,797 —1,299,289 +49.0 


It will be noted that the earnings failed to cover 
the annual Preferred Stock dividend requirements by 
$1,299,289. Of the increased operating expenses for 
the 12 months ended January 31, 1935 in comparison 
with the preceding 12 months, over $2,000,000 is the 
result of increased employment and wage increases to 
comply with N.R.A. codes and about a like amount 
represents increased cost of coal and other materials 
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and supplies largely due to code restrictions. Taxes 
during the same period, increased $1,745,745, of which 
about two-thirds is due to the transfer of the Federal 
3% Excise Tax on electric sales, from the consumer 
to the companies, effective September 1, 1933, and 
most of the balance is increased Federal Income and 
Capital Stock Taxes, principally because of the 
elimination of the right to file consolidated returns. 

Another leading public utility system, the 
Consolidated Gas Company of New York, paid 
an average of $110,000 per day in Federal, 


state and local taxes last year. 


The American Telephone and Telegraph 
Company and its 24 associated telephone com- 
panies had an upturn in total operating rev- 
enues and in net income last year, despite an 
increase in operating expenses and in taxes. 
The taxes of $89,485,000 paid were equal to 
$6.76 for each telephone in service throughout 
the Bell System. 


Lack of space limits the reference to only 
a few of the many corporate reports for 1934 
that show evidence of how the increase in 
costs and in taxes is retarding the recovery in 
earnings and raising the selling prices that 
must be charged for goods and services pro- 
duced. In the insurance field, for example, the 
report of the Insurance Corporation of North 
America and its five associated companies 
states: 


We think it desirable to call the attention of our 
stockholders to the taxes paid on the insurance busi- 
ness transacted by us last year. They amount, in 
total, to the sum of $1,266,095, or a trifle more than 
10% on our capital, If the increased taxation now 
proposed by the United States Government, and the 
Governments of various States, should be enacted, 
either in whole or in part, these taxes will, undoubted- 
ly, be increased, and as it is very difficult to increase 
rates in the insurance business on account of legisla- 
tion now in effect in the various States of the Union, 
these increased taxes will operate as a reduction of 
our future profits. 


Industrial Corporation Sales, Expenses and Profits 


In the case of most manufacturing and mer- 
chandizing corporations that had an improve- 
ment in earnings last year, the profit per dol- 
lar of sales increased much less than the actual 
net profits, since a marked expansion in vol- 
ume was accompanied by a rise in costs for 


labor, materials and taxes. The table at the 
bottom of the page shows the trend of these 
items in a few industries for which the sales 
figures of representative companies are pub- 
licly available. 

It will be observed that in these sample 
groups of manufacturing industries, the net 
profit ranged in 1934 from 7.6 per cent of sales 
in the case of drugs and sundries down to —1.9 
per cent in the case of iron and steel, which 
means that total expenses ranged from 92.4 
per cent of sales up to 101.9 per cent. 

In the merchandizing groups, the 11 food 
chains which had sales of $730,000,000 in 1934 
made a profit of 2.0 per cent, the 14 other 
chains with sales of $965,000,000 made 8.1 per 
cent, the 17 department stores with sales of 
$370,000,000 made 1.3 per cent and the 3 mail 
order houses with sales of $594,000,000 made 
4.5 per cent. 

With such narrow spreads between total 
sales and total expenses of this selected list of 
companies, having aggregate sales of $9,459,- 
000,000 and including many of the leaders in 
their respective fields, there can be no doubt 
but that large numbers of other companies still 
have their profit margin on the wrong side of 
the ledger and continue to operate only by 
drawing upon their capital. 


Profits of All Corporations, 1921-1933 


For a review of the longer-term trend of pro- 
fits, the table on the next page summarizes the 
“financial payments” (as contrasted with “cost 
of sales”, representing payments for wages, sal- 
aries and materials, which are not reported 
separately, and other operating expenses) and 
shows the total of interest paid, taxes paid, 
net profits after taxes, and cash dividends paid 
for all corporations in the United States dur- 
ing the period 1921-1933. The figures have 
been compiled from the Treasury Department 
statistics of income, and the 1933 payments of 
interest, taxes and dividends have been partly 
estimated on the basis of the 1933 preliminary 








CORPORATION SALES, EXPENSES AND PROFITS IN 1934, AND PERCENTAGE CHANGE FROM 1933 
(In Thousands of Dollars) 


Net Sales 
1934 % Chg. 


$1,354,769 
258,866 
394,087 
626,874 
936,305 
1,725,679 
845,390 
486,730 
172,976 


Manufacturing 


Automobiles 

Drugs and Sundries... 
Electrical Equipment.. 
Food Products—Misc... 
Iron and Steel 

Meat Packing 
Petroleum 

Rubber Tires, etc 
Shoes 


Merchandising 

Chain Stores—Food .... 
Chain Stores—Other .. 
Department Stores 
Mail Order 





729,929 
965,015 
370,422 
594,110 


475,556 
160,429 


715,496 
887,890 
365,709 
567,179 


Total Expenses 
1934 % Ch 


$1,267,393 
38,486 
382,187 
606,956 
954,436 
1,701,365 


Net Profits Profit to Sales—% 
1934 


g- % Chg. 1933 


+49.9 
+141 


$87,376 
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report, which is the latest available at this 
writing: 
Interest, Taxes, Net Profits and Dividends of 
All Corporations in the United States 
(In Millions of Dollars) 
Taxes Net Profits Cash Divi- 
Paid After Taxes* dends Paid* 
$ 2,175 $ D-55 $ 2,687t 
2,302 4,380 634 
5,827 3,299 
4,999 3,424 
6,971 4,014 
6,775 4,439 
5,880 


4, 
3, 


400T 











Total 
1921-33 $51,216 $36,113 $40,993 $50,821 


D—Deficit. P—Preliminary report. ¢ Partly estimated. 
*Excluding intercorporate dividends paid and received. 

It will be noted that the year 1929 was the 
high point in interest paid, taxes paid, net 
profits and dividends paid. 

Since that time, the largest decline has been 
in profits, which disappeared after 1930 and 
were followed by deficits in 1931, 1932 and 
1933, the cumulative total of which was $10,- 
879,000,000. The figures given for “net profits 
after taxes” are slightly higher than the “stat- 
utory net income” for the reason that they 
include certain non-taxable income such as in- 
terest on Government securities. Intercor- 
porate dividends, which are paid by one cor- 
poration and received by another, are not 
classed as taxable income and are not included 
in either net profits or in dividends paid. 

The decline in the total of dividend pay- 
ments, which include preferred and guaran- 
teed dividends as well as common dividends, 
was next largest to that of profits and the 
total for 1933 (partly estimated) was the 
smallest since 1922, which is the first year for 
which complete official figures were compiled. 
In 1934 there was an improvement in profits, 
which may or may not have carried the net 
total for all corporations into the black again, 
and there was some increase in dividend pay- 
ments, possibly around 10 per cent compared 
with 1933, according to unofficial tabulations. 

Interest paid out by corporations on their 
bonds and on other borrowings has declined 
much less than either profits or dividends since 
1929, inasmuch as interest is an obligation 
fixed by contract and represents a prior charge 
against earnings. In fact interest must be 
paid regardless of whether or not there are 
any earnings, and to the extent that interest 
is not fully earned the deficiency must be 
taken out of capital, which is exactly what 
happened in 1931, 1932 and 1933. 

The recipients of interest are, for the most 
part, individuals who choose to lend their 
money to the industries, either directly by the 


purchase of bonds and mortgages, or indirectly 
through savings banks and other banks, life 
insurance companies, building and loan asso- 
ciations and other financial institutions. They 
assume a creditor position for a limited rate 
of return, rather than invest money as a part- 
ner in industry and be entitled to share in the 
unlimited profits (and losses). 

Even though the interest return is spoken 
of as “fixed”, the actual income from interest 
has declined materially since 1929, as shown 
by the table, due to liquidation of debt, to 


-defaults, reorganizations, moratoria and scal- 


ing down of payments, and also to the declin- 
ing yields resulting from conversion of out- 
standing bonds into new issues bearing lower 
coupons. Whenever an old debt contract ex- 
pires and the holder wishes to enter into a 
new contract, he must accept the terms dic- 
tated by prevailing money market conditions. 
At the present time the yield on the highest 
grade, long-term bonds is as low as has ever 
been witnessed in this country’s history. Fur- 
thermore, the bondholder not only suffers a 
decline in dollar income, but stands to bear 
further loss resulting from the decline in pur- 
chasing power of the dollar. According to 
the index tables of the Bureau of Labor Sta- 
tistics, the cost of living in December, 1934, 
was about 37 per cent higher than in 1913. 

Of the total taxes paid by corporations, 
there has been a sharp decline since 1929 in 
Federal income taxes as a result of the shrink- 
age in net income, but this has been offset to 
considerable extent by higher rates and by 
numerous new taxes levied by State and local 
governments, as well as by the imposition of 
additional Federal taxes. 

Taking the period 1921-1933 as a whole, the 
grand total of net profits for all American 
corporations was approximately 41 billion 
dollars. In the same period, the grand total 
of sales and other income of all corporations 
aggregated 1,545 billions, so that the average 
margin of net profit on all business transacted 
was 2.65 per cent. This net profit was after 
paying interest of 51 billions and taxes of 36 
billions. About 90 cents was paid by corpora- 
tions in direct taxes (exclusive of manufac- 
turers’, sales and other taxes paid by con- 
sumers, but for which the corporations acted 
as collecting agents) for every dollar of net 
corporate profit that remained after taxes. 
Dividends distributed to shareholders totaled 
51 billions, which was 10 billions more than net 
profits. 


Retirement of the National Bank Currency 





The Treasury has announced another change 
in the monetary system which is of notable 
interest, although not in any sense radical, and 
not a subject for criticism. It consists in 
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arrangements for the total and final elimina- 
tion of the national bank currency. The Treas- 
ury is retiring a major portion of the govern- 
ment bonds upon which this currency is based, 
in conjunction with the expiration of the cir- 
culation privilege on other bonds of this class. 
The banks provide for the retirement of the 
currency by payment to the Treasury of equal 
amounts of any outstanding United States is- 
sues of legal tender money. 

Of all forms of money in circulation in the 
United States on January 31, 1935, the latest 
date for which complete details are available, 
aggregating $5,380,000,000, the amount of na- 
tional bank notes was $827,000,000. Under 
the law, this bank currency has been com- 
pletely covered, as a guaranty of redemption 
on demand, by a deposit with the Treasurer 
of the United States, of government bonds of 
certain designated issues, plus 5 per cent re- 
serve of lawful money of the United States, 
maintained at all times for current redemp- 
tions. At the beginning of business February 
1, 1935, the outstanding national bank issues 
were secured by $42,000,000 of Panama Canal 
bonds, paying 2 per cent interest, issued in 
1906 and 1908, and $490,000,000 of the consols 
of 1930, issued in 1900 and paying 2 per cent 
interest, $146,000,000 of other government 
issues, paying 33 per cent interest, or less, 
temporarily granted the circulation privilege 
by the Glass-Borah amendment to Federal 
Home Loan act of 1932, and $31,000,000 in 
lawful money in the redemption fund. The 
Glass-Borah note issues must be retired under 
the limitation of the act on July 22, 1935, and 
the banks responsible for them have been noti- 
fied to deposit lawful money for their redemp- 
tion on or before that date; the consols and 
Panama Canal bonds have been called for re- 
demption on July 1 and August 1, 1935, respec- 
tively, and the banks having currency issued 
thereon must make similar provision. 

All of these arrangements will be carried out 
by a system of book entries, and with the as- 
sistance of the Reserve banks, as fiscal agents 
of the Treasury. On the dates named the 
Treasury will redeem the bonds that have 
been called, either by crediting the banks with 
the face amounts in the redemption fund held 
in trust by the Treasury, or by check in the 
case of those banks which already will have 
deposited lawful money with the fund for the 
redemption of their notes. At the same time, 
the Treasury will reimburse the banks for the 
5 per cent cash reserve, or thereabouts, already 
in the redemption fund. The Glass-Borah 
bonds will be returned to the banks, but the 
latter must pay lawful money into the redemp- 
tion fund to cover the outstanding currency. 
Any of the called bonds that may be owned 
by other than national banks having currency 


outstanding will receive payment by check on 
the Treasury. 

When these transactions have been com- 
pleted, the national bank redemption fund of 
the Treasury will hold, in trust, United States 
legal tender money against all of the national 
bank notes outstanding, and devoted to their 
retirement. As the notes become worn or torn, 
banks will send them in for redemption, the 
Federal Reserve banks will cease paying out 
national bank notes, sending all they receive 
to the Treasury, thus they will more or less 
rapidly disappear. As the member banks ap- 
ply to the Reserve banks for currency they 
will be supplied with Federal Reserve notes, 
the volume of which will thus expand to take 
the place of the national bank notes. The 
change will neither expand nor contract the 
volume of currency in circulation which al- 
ways automatically corresponds to current 
business requirements, despite all of the fan- 
tastic schemes for providing a monetary or 
banking system that will automatically carry 
on business. 


The Source of the Debt-Payments 


The foregoing explains the process by which 
certain Government bonds are to be paid off 
and the national bank notes redeemed and re- 
tired, but does not name the source of the 
paying-off power, which is the really important 
feature. It will be recalled that in taking 
over all gold from private ownership, about 
fourteen months ago, the Government paid 
for it with gold certificates at the rate of 
$20.67 per ounce and immediately entered the 
gold on the Treasury books at $35 per ounce. 
This has given the Treasury a “book profit” of 
the difference between the two valuations, 
amounting in the aggregate to approximately 
$2,800,000,000. The process may be called a 
revaluation of gold or a devaluation of the 
standard and the currency. In other words, 
the increase in the price of gold was nominal: 
the actual change was a depreciation of the 
currency. By reducing the contents of the gold 
dollar, the Treasury created an increased 
amount of the new gold dollars out of the ac- 
quired stock of metal, and thus possesses a 
surplus over and above the amount of gold cer- 
tificates issued for purchases. This surplus is 
the “profit,” felicitously referred to by an ad- 
viser at the time as “picked out of the air,” 
and it is from this windfall that the funds 
have been obtained for reducing the bonded 
debts to the extent of $675,000,000, as described 
above. 

This act of devaluation, by increasing the 
potential banking reserves to the extent of 
$2,800,000,000, presented the possibility of a 
wild inflation of credit, which if not under 
control might carry the price level far beyond 
the level of 1925-29, with another round of 
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boom and following disasters. As a precau- 
tion against this, the Secretary of the Treas- 
ury promptly announced that $2,000,000,000 of 
the newly realized “profit” would be set aside 
as a “Stabilization Fund,” under the control of 
the Treasury, thus locking it up at least tem- 
porarily. Now comes the use for debt-re- 
demption of $675,000,000 of the remainder. 
Thus the Treasury has found employment for 
nearly all the proceeds of devaluation in ways 
that apparently safeguard it from dissipation 
in unwise expenditures. Certainly this is true 
of the debt-reduction, which is a permanent 
disposition of nearly one-quarter of it, and in 
every respect commendable. 


‘The National Banking System 


The origin of the bank note currency was 
during the Civil War when the national gov- 
ernment was financing itself partly by issuing 
the greenbacks, (its own promises to pay), 
giving them the legal tender quality, and part- 
ly by selling bonds. Both ways were expen- 
sive. Critics then and afterward insisted that 
the war should have been financed entirely 
by the greenback issues, but even the restricted 
quantities fluctuated widely in value, falling as 
low as 36 cents to the gold dollar. The depre- 
ciation of the greenbacks increased the cost of 
the war, and the lower they fell the more were 
needed, all of which suggests that the critics 
who have thought that the war should have 
been financed entirely by greenbacks were not 
close enough to the job to know the difficulties. 

On the other hand, the bond market was not 
of great breadth and interest rates were high. 
One of the largest issues was known as the 
“seven-thirties,” because the rate was 2 cents 
per $100 per day, $7.30 per $100 per year. 
These conditions signified that, including 
greenback issues, bond issues and taxes, the 
government was hard-put to raise the means 
for carrying on the war. 

In studying the problem of how to popular- 
ize the proposed banking system, with both 
bankers and people, the plan was adopted of 
requiring the new banks to deposit national 
bonds with the Treasurer of the United States 
at the rate of $100 of bonds, face value, for 
every $90 of its notes outstanding. This was 
not an original idea; the New York State bank- 
ing system already required bond security be- 
hind note issues, but the high interest rates 


borne by the war bond issues made the profits 
of the system alluring. A bank bought the 
bonds in the public market, or by subscription 
to a new loan, deposited them with the Treas- 
urer and received from the Comptroller of the 
Currency an amount of notes equal to 90 per 
cent of the face value of the bonds, and as 
business was very active could loan the notes 
at the current rates of interest, which varied 
over the different sections of the country. 
Later issues were permitted up to 100 per 
cent of face value of the bonds. 

It is important to observe that the bonds 
were not issued for the purpose of increasing 
the profits of banking: they were issued for 
the purpose of raising money to carry on the 
war, and to preserve the Union—the Nation— 
the United States of America—to future gen- 
erations. The proceeds of the bond sales went 
into the national treasury. The national bank 
act simply required a national bank to buy the 
government bonds and deposit them as secur- 
ity for its note issues, and this served a double 
purpose, for it not only made the currency safe 
but created a new demand for government 
bonds, which helped to sustain the market 
price and enabled the Treasury to sell more 
of them. 

Throughout all of the years that the national 
banking system has been in operation its 
critics have repeated, over and over, the false 
representations that the bonds were issued for 
the benefit of the national bankers and that 
the interest upon them was a burden imposed 
upon the people for the benefit of the national 
banks. Down even to the announcement that 
the notes would be retired, this statement has 
been constantly repeated. Never have any 
Government bonds been issued but for public 
purposes, the proceeds entering the public 
treasury. The more recent of national bond 
issues prior to those of the World War were 
the issues for the construction of the Panama 
Canal and an issue of $2,000,000,000 in 1898, 
partly refunding, and the rest for the war with 
Spain to free Cuba. These bonds bore only 
2 per cent interest, and by this time an annual 
Federal tax of % of 1 per cent was levied upon 
the notes outstanding. The Government was 
borrowing money more cheaply than would 
have been possible but for the currency privi- 
lege allowed to the bonds. 
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IN FOREIGN COUNTRIES you can ly located at 60 Avenue des Champs _ Brussels, Genoa, Milan, Madrid 
secure assistance and banking service Elysées. This completely equipped in China, Japan, India, the Phili 
as complete and convenient as that bank will receive, hold orforward mail _ Islands, and Manchuria. Our brai 
available from The National City Bank —_and assist in many other ways, whether —_and correspondents in every imp 
in New York. Since your needs are you are traveling for business or city in the world are ready to} 
often greater when traveling, you may _ pleasure. you. 
make greater use of this bank abroad In London, the National City Branch Arrange for National City ba 
than at home. in the “City” is at 36, Bishopsgate, _ service before you leave. A new 
In Paris, The National City Bank of and in the West End at 11, Waterloo on Letters of Credit or Tra 
New York (France) S.A. is convenient- Place. There are branches in Antwerp, Checks will be sent upon reque: 


We invite you to avail yourself of all phases of the complete banking service which we maintain, including: 


CHECKING ACCOUNTS: PERSONAL LOAN INFORMATION - FOREIGN EXCHANGE 
LETTERS OF CREDIT: TRAVELERS CHECKS: COMPOUND INTEREST DEPARTMENT 


First Amerwan Bank in the Foreign Field 


THE NATIONAL CITY BANK 
OF NEW YORK 


HEAD OFFICE-55 WALL STREET 
72 BRANCHES THROUGHOUT GREATER NEW YORK 





nner ——— 


me A tg gn reat ee ae ee ee es Oe ij), (cag RS oc 





